Stock index futures prices for the world's major equity markets, Japan, U.K., and the U.S. are used to examine the interaction of international equity markets. By using stock Index futures prices, we avoid the nonsynchronous data problem inherent with opening and closing market averages. We find that the U.S. is the dominate world market; overnight returns In Japan and the U.K. are greatly influenced by the U.S. daily returns.
Introduction
Several papers investigate the interdependence between international equity markets while using opening and closing index data.
These studies generally find that the U.S. is the dominate market, as the U.S. daily performance has a great impact on overnight and subsequent daily returns in Japan and the U.K. With opening and closing data for the Japanese Nikkei 225 Index, the U.K. Financial TimesStock Exchange 100 Share Index (FT-SE 100), and the Standard and With data for the Nikkei Index and the Dow Jones Industrial Average (DJIA) from 1980 through 1987, Kato (1988) finds a high correlation between lagged U.S. returns and current Japanese overnight returns.
In contrast, the effect of the Japanese market on U.S. 
Data and Methodology
We focus on the three largest equity markets in the world: Japan, U.K., and the U.S. Equities in these countries account for 80 percent of total world market capitalization (King and Wadhwani (1988) 2 Data for the Nikkei and FT-SE futures were provided by the SIMEX and LIFFE exchanges while the S&P 500 data were obtained from the Technical Tools' Corporation. Opening prices were obtained by averaging the highest and lowest prices during the first two minutes of trading.
Typically, this range was very small. The closing price was the settlement price. The exchanges determine the settlement price by taking a weighted average of traded prices in the last 30 seconds of trading.
Therefore, the opening and closing prices do not represent a single actual transaction.
However, in an active market the average opening and closing prices probably provide a better measure of the level of trading activity than a single price (Dyl and Maberly (1986) Approximately 1100 stocks are traded on the First Section and 400 on the Second Section.
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See Kato, Schwartz, and Ziemba (1990) See Brenner, Subrahmanyam, and Uno (1990) for more detail on these contracts.
By the cost of carry model, the theoretical price of a stock index futures contract is equal to the price of the underlying spot asset plus the cost of carrying the spot asset (the difference between the interest costs and dividends received) between the current date and the expiration of the futures contract. Thus, the imputed cost of carry is the difference between the futures and spot prices. (See Cornell and French (1983), Figlewski (1984) , Stoll and Whaley (1987) , and Brenner, Subrahmanyam, and Uno (1989) Significant at a 10% level. Significant at a 10% level.
